International 
Marketing Information 
Series 


— 


gg 


Foreign Economic Trends 
and Their Implications 
for the United States 


JAMAICA 


FEBRUARY 1980 
FREQUENCY : SEMIANNUAL 
SUPERSEDES: 78-127 


PREPARED BY 
AMERICAN EMBASSY 
KINGSTON 


ad 
‘ a 
o 
. ° 
C 
+ 
A 
% é . 
raves oF 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
International Trade Administration 


* . 
Tareas of 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





JAMAICA KEY ECONOMIC INDICATORS 


1975 
INCOME, PRODUCT & EMPLOYMENT 


GDP at current prices in J$ millions 2647 
GDP at 1974 constant prices in J$ millions 2212 
GDP at current prices in US$ millions* 2909 
GDP at 1972 constant prices in US$ millions** 2287 
Mean population ('000s) 2043 
Per capita GDP in current J$ 1296 
Per capita GDP in current US$ 1424 
Per capita GDP in 1974 constant J$ 1083 
Average unemployment (Z) 20.5 


OUTPUT OF MAJOR PRODUCTS ('000 long tons). 


Bauxite (total tonnage mined incl. tonnage 

used for local alumina production) 11125 10146 
Alumina 2241 1595 
Cement 399 359 
Sugar 355 363 
Bananas (exports) 68 76 


MONEY SUPPLY AND PRICES 


Money supply, end of year in J$ millions 

Consumer prices, end of year (average 
December 1975 - 100) 

Prime commercial lending rate (2) 


BALANCE OF PAYMENTS & TRADE 


Net foreign exchange reserves, end of 
year (US$ millions) 
(J$ millions) 
Public external debt at end of year incl. 
gov't guaranteed loans in US$ millions 
Annual external debt service 
Balance of payments in US$ millions 
Balance on current account in US$ millions 
Exports (f.0.b.) in US$ millions 
U.S. share (2%) 
Imports (c.i.f.) in US$ millions 
U.S. share (2) 


TOURISM 
Landed visitors ('000s) 


Converted at official rate of US$1 = J$.91 until 1977; 1977 conversion based on 
special rate of US$1 = J$1.25; 1978 conversion based on weighted average conversion 
Us$l1 = J$1.53. 


** Line 4 calculated by adjusting Line 3 by US GNP deflator 





SUMMARY : 


Jamaica is now undergoing a process of acute economic 
adjustment. The economy is experiencing severe strains 
resulting from five consecutive years of economic 
decline and massive foreign exchange shortages. As a 
result, the Government of Jamaica sought the assistance 
of the International Monetary Fund (IMF), and in June 
1978 began receiving support through a three-year 
Extended Fund Facility(EFF) package. The EEF is 
intended to provide balance of payments support, which 
will allow for the maintenance of vital imports and 
moderate growth while the Jamaican economy is restructured 
to increase export earnings. As a condition of the EFF, 
Jamaica has had to impose austerity measures and accept 
a sharp reduction in living standards. 


The results of the first year of the IMF program have been 
mixed although the Jamaican Government has won praise from 
the IMF for its implementation of the program. The Gross 
Domestic Product declined for the fifth consecutive year, 
although a small increase had been hoped for. Inflation 
shot ahead at the rate of 50% per annum in the latter 

part of 1978 as the result of earlier wage increases and 

a series of sharp devaluations prescribed by the IMF. 
However, it slowed again in the early part of 1979 as the 
devaluations ceased and a strong incomes policy slowed 
wage increases. The critical factor still remains the 
balance of payments. The balance of visible trade 
deteriorated in 1978, but this was called for as part of 
the IMF program. Tourism rebounded sharply from its low 
point in 1977 and was expected to improve again in 1979. 
The private investment picture has been a disappointment, 
but the confidence of the various international financial 
institutions has remained strong, as has the commitment 

of Jamaica's bilateral donors. 





PART A - CURRENT SITUATION AND TRENDS 


THE IMF AGREEMENT AND JAMAICA'S BALANCE OF PAYMENT PROBLEMS 


Jamaica has, like many developing countries, traditionally 
run large deficits on current account and financed them with 
large capital inflows. This pattern continued through the 
early 1970's as huge investments poured in, primarily for 
the tourist and bauxite/alumina industries. However, this 
changed in the mid 1970's as inflationary monetary and 
fiscal policies fueled massive increases in the current 
account deficit and as anxiety about economic and political 
intentions slowed and then halted foreign investment. 


By 1977, Jamaica had to make her first devaluation and 
subsequently turned to the IMF that same year. By 
October 1977, the first drawing under an IMF standby 
agreement was made. However, due to the Jamaican 
Government's failure to impose specified limits on domestic 
credit expansion, the agreement was terminated by early 1978. 


A new agreement with the IMF in mid 1978 resulted in the 
establishment of an Extended Fund Facility (EFF) agreement, 
which was initially to provide balance of payment support 
of approximately US$80 million per year for three years. As 
a condition of the agreement the Government of Jamaica 
adopted an economic policy designed to reduce the balance of 
payments deficit. This policy had three main features: 

1) Abolition of the existing dual exchange rate system and 
establishment of a new exchange rate at US$1 = J$1.55, 
followed by a series of monthly mini-devaluations which 
ceased in May 1979, at US$1 = J$1.78, 2) A series of 
quantitative goals was imposed on Jamaica's fiscal and 
monetary performance, including ceilings on net foreign 
and domestic assets of the Bank of Jamaica, net bank credit 
to the public sector, and arrears on foreign exchange. 

3) A strong income policy aimed at reducing the level of 
real wages by holding wage increase to 15% while prices 
climbed by 40%. This effort has appeared to be generally 
successful. Nominal wages grew at a rate of 15-20% during 
the first year of the program, while prices rose at nearly 
50% per year. 





The second year of the program beginning in June 1979 
saw several basic changes. The level of balance of payments 
support was increased to US$170 million for the second two 
years of the EFF. The crawling peg devaluation of the 
Jamaican dollar was stopped on the understanding that both 
wage and price increases would be held to 10%. A new set 
of targets on fiscal and monetary performance was set, 
but ceilings on arrears were eliminated by the end of 1979. 


The assistance of the IMF and other bilateral and 
multilateral donors has provided the liquidity needed to 
maintain necessary levels of imports. However, this is 
exacerbating a second balance of payments problem, the 
question of the service on Jamaica's external debt. 
Jamaica's public external debt and government guaranteed 
debt stood at more than US$1 billion at the end of 1978 
and was increasing rapidly. The government has already 
been forced to roll over its debt to foreign commercial 
banks for FYs 79/80 and 80/81, involving US$126 million. 
Under the IMF plan, the EFF will keep Jamaica solvent until 
the economy is restored to a strong growth path and 
investor confidence returns. 


THE SECTORAL PERFORMANCE AND OUTLOOK OF 


JAMAICA'S ECONOMY 


Bauxite and Alumina - Exports of bauxite and alumina account 
for over seventy per cent of Jamaica's export earnings. 

Five firms are responsible for all the production. Two of 
these export bauxite directly to the U.S. - Kaiser and 
Reynolds-and three process the ore into alumina - Alcoa, 
Alcan and Alpart (a consortium of Anaconda, Kaiser and 
Reynolds). The industry began in Jamaica after the Second 
World War and expanded rapidly through the 1960's. The 
industry's total capacity is about 15 million tons of 
bauxite per year, a large part of which is used for alumina 
production. Total alumina capacity is about 3 million tons. 


A turning point for the Jamaican bauxite industry came 
in 1974, when the Government of Jamaica unilaterally 





imposed a levy on bauxite production.indexed to the price 
of aluminum ingot. The levy, combined with the increasing 
price of energy and the world recession, had the effect of 
reducing the competitiveness of Jamaica's bauxite. The 
result was an immediate drop in annual production from 
fifteen to eleven million tons in 1975, the year after 

the levy was imposed, and then a further drop to ten 
million tons in 1976. 


Jamaica's production of bauxite rebounded somewhat in 
1977 and 1978 as the world economy expanded, but serious 
long term problems remain. The Government of Jamaica, 
aware of the need to ease the burden of the bauxite levy 
on the competitive position of Jamaica, has reduced the 
levy slightly and introduced a reduction of the levy 
rate on expanded production. This new arrangement is 
scheduled to last through the end of 1983, or until the 
price of aluminum ingot hits US$.85/lb, at which time a 
further readjustment will be negotiated. Because of 
Jamaica's delicate balance of payments position, the levy 
reduction presents the government with a serious dilemma. 
If the levy reduction does not result in an immediate 
increase in volume large enough to offset the reduction 
in the rate, then the Jamaican foreign exchange position 
will deteriorate further. On the other hand, if the 
government's incentives are not encouraging enough, the 
companies may expand their search for alternative sources. 


Although the levy was originally intended to provide 
the capital to diversify the economy, most of the money 
has been used to finance current expenditures. As a 
result, Jamaica has become very dependent upon the bauxite 
levy for its normal foreign exchange requirements and will 
have a difficult adjustment to any loss of bauxite levy 
revenues, whether due to a loss of volume or to a 
diminished levy rate. 


Agriculture - Agriculture is the traditional mainstay 
of the Jamaican economy. The overall record has been 
mixed in recent years, but could be characterized as 
disappointing compared to both Jamaica's agricultural 
potential and. expectations. Good agricultural performance 
is essential to Jamaica's economic well-being, not only 

as an important source of employment, but as both an 
important foreign exchange earner and a supplier of local 





foodstuffs which can be substituted for imported foods. 


In 1978, production of export agricultural products 
decreased marginally, although price increases maintained 
income. Both sugar and banana exports have declined 
substantially over the last ten years. These are by far 
the two most important export crops. Widespread flood 
damage in the spring of 1979 has further diminished 
production and there is not much chance that the trend 
will be reversed before 1980. Other smaller export crops 
such as coffee and citrus have declined as well over the 
past decade. The 1979 coffee crop promises to be the 
best in many years and Jamaica's famous Blue Mountain 
Coffee commands high prices in world markets. The reason 
behind the decline in agricultural exports are many but 
include: a shift of production into products for domestic 
consumption; the break-up of large estates into less efficient 
small holdings and cooperative farms, a variety of crop 
diseases, involving sugar, coffee, and coconut production, 
and a shortage of imported agricultural inputs, such as 
fertilizers, created by the scarcity of hard currency. 


Domestic food crops have been performing relatively 
well. In 1978, root crop production increased by nearly 
25% over the previous year. As mentioned above, this is 


in part due to the larger acreage being devoted to such 
crops. However, like export crops, long term growth 
prospects are clouded by the shortage of imported inputs. 


Tourism has been a major hard currency earner in the 
past, but in recent years suffered a serious decline as 
the result of the U.S. recession, bad publicity, and 
rising crime in Jamaica. In 1978, the trend reversed as 
the number of landed visitors increased sharply. The 
1978/79 winter tourist season marked a comeback for 
Jamaican tourism and earnings increased strongly. Many 
hotels reported full occupancy for much of the peak 
season. The summer season has not been up to expectations, 
although it appears to be up from previous years. 

European tourists now add to the traditional U.S.A. and 
Canadian clientele and help particularly in the "off peak". 


The 1979/80 winter season is expected to show further 
strong improvement. However, although the number of 
tourists is increasing, the average amount of money spent 





by each tourist has been declining as the emphasis has 
shifted to package tours. 


Manufacturing - Jamaican manufacturing has, for the 
most part, €raditionally been directed towards small scale 
production for a protected domestic and regional Caribbean 
market. Local value-added content tends to be low. As 
Jamaica's foreign exchange crisis began to interfere with 
the traditional supplies of semi-manufactures and raw 
materials, the government and private sector have realized 
the importance of re-orienting the manufacturing sector 
towards the export market. For the private sector, this 
has been more than a matter of philosophical preference: 
it is a matter of bare-bones economic survival. 
Manufacturing for local consumption has become less and 
less profitable as domestic demand has sagged and as the 
government has clamped down on import licenses for local 
consumption. 


Two major new mechanisms have been put in place to 
facilitate the export drive. The government has created 
a "Certified Exporter Program" which identifies firms 
which are important exporters of so-called "non-traditional 
exports" i.e. exports other than bauxite/alumina and 
tropical agricultural products. There have been well over 
one hundred of these firms certified so far. These firms 
are given preferential treatment in obtaining import 
licenses for raw materials, spare parts, and capital goods. 


A sister program to the Certified Exporters is the 
Economic Development Fund. This fund, which is controlled 
and funded by the World Bank, is used to help finance 
imports for the Certified Exporters. Certified Exporters 
have also been receiving some commercial bank financing, 
which has supplemented the Export Development Fund. 


The first indications are that this export drive is 
proving a modest success. Overall, non-traditional exports 
have increased. Exports to other CARICOM (Caribbean 
Common Market) countries were running about 60% higher in 
the beginning of 1979 than in 1978. 





PROBLEMS OF THE ECONOMY 


The Jamaican economy faces several other long term and 
short term problems which hamper growth prospects. 


-. Jamaica has suffered a serious problem of emigration of 
managerial, technical and entrepreneurial personnel. 
Although Jamaica has always had a high level of 
out-migration during this century, the present phenomenon is 
different in that it represents a movement of individuals 
with higher education and income levels, rather than those 
who had limited prospects in Jamaica. Key personnel in 
many fields are leaving faster than replacements can be 
trained. This has resulted in a serious deterioration of 
the economy's ability to produce goods and services and to 
adjust to changing circumstances. 


-. Crime has seriously affected the Jamaican economy. It 
has frightened tourists, raised business costs, hastened the 
emigration of skilled people, and inhibited foreign 
specialists from accepting assignments in Jamaica. Although 
Jamaica's crime rate is lower than that of many major U.S. 
cities, and crime is largely concentrated in the capital 
city of Kingston, two factors have increased its economic 


and psychological impact: the dramatic increase in the early 
and mid-1970's and the relatively high percentage of 
middle-class victims. However, the latest indications are 
that the rate of violent crimes has begun to drop. 


-- Labor Problems - Jamaica has one of the most highly 
developed L[abor movements in the Third World. Labor 
unrest has mounted as inflation and devaluation have eroded 
wages and living standards of the workers. Strikes in such 
key areas as electricity, railroad and the port have 
hampered production in a number of other sectors. 


The IMF agreement has dramatically emphasized the 
importance of good laber relations to the Jamaican economy. 
Because the IMF agreement has necessitated a reduction in 
real wage levels, the program cannot work without the 
acceptance of measures which would normally be anathema to 
most labor unions. It appears that the unions, for the most 
part, have grudgingly resigned themselves to minimize the 
reduction in real wage levels, rather than fight the 
guidelines head-on. However, if the unions should become 





more militant or the militants in the labor movement 
should become more powerful, the current economic recovery 
program could fail completely. 


-- Investor confidence has remained low. Although the 
Manley Government has made real efforts to repair its 
relations with both the foreign and domestic business 
communities, such reconciliations take time. Relations 
with the bauxite/alumina companies have improved 
considerably since the bauxite levy was first imposed. 
However, many of the new business controls, necessitated 
by the current economic difficulties, such as import 
licenses, have continued to sour business-government 
relations. 


PART B - IMPLICATIONS FOR THE U.S. 


The U.S. Government, in cooperation with other donor 
countries and several international financial institutions 
(including the IMF), is currently involved in an economic 
rescue campaign designed to restore Jamaica to economic 
stability and growth. The current economic situation will, 
however, continue to determine the nature and the extent 
of Jamaica's trade and investment with the United States. 


1. Trade - Jamaica's current foreign exchange shortage 
puts severe limitations on export opportunities to Jamaica. 
All imports entering Jamaica must have import licenses, 
even if they are paid for from external sources. This 
requirement has, in turn, created a variety of subsidiary 
requirements that will complicate and increase the costs 
of exporting to Jamaica. 


The United States has traditionally been Jamaica's major 
trading partner. Most of U.S. imports from Jamaica consist 
of bauxite and alumina. The United States has exported a wide 
variety of foodstuffs, raw materials, and manufactured goods 
to Jamaica. America's share of the export market to Jamaica 
has remained in the 36-38 percent range for the recent past. 


2. Trade Opportunities - Most U.S. exporters cannot, 
under present conditions, expect to do appreciably better 


than maintain sales to traditional customers. Only firms 
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selling products which can be clearly demonstrated to have 
the potential to reduce Jamaica's import requirements 

(such as energy saving equipment), products to be used 

for the manufacture of exports or for the tourist industry, 
or equipment and materials for use in capital projects 
financed by foreign aid have any substantial opportunities 
for new export sales. 


Because of Jamaica's foreign exchange difficulties, 
credit terms are of critical importance. All exporters 
should be prepared to provide or arrange at least 180 days 
credit on sales. Although it is planned, as part of the 
IMF agreement, to: eliminate all arrears in payment, exporters 
should also be prepared to cover against the eventuality 
of late payments arising from temporary exchange shortfalls. 
The Government of Jamaica, though, has firmly committed 
itself to avoid any defaults. 


3. Investment - New private foreign investment remains 
at extremely Iow levels. The Government of Jamaica has 
declared its intention of attracting foreign investors as 
part of the IMF program. However, lingering uncertainty 
about the Manley Government by the business community, 
stemming from the government's rhetoric and philosophy, — 
as well as general uncertainties concerning the political 
and economic future have delayed any significant new 
investment. There are some particular problems involved 
in doing business in an atmosphere marked by government 
regulations and tight exchange controls. Government policy 
allows for remittances of profits and dividends, 
repatriation of capital and payment of fees, etc., but 
written understandings are advisable in this period of 
tight exchange controls. Investors may also wish to seek 
written guarantees involving other aspects of their business 
activities which might conflict with various aspects of 
Jamaica's extensive economic and social legislation. 


The Government of Jamaica is particularly eager to encourage 
investment in export industries and joint venture projects. A 
Free Zone area is being established adjacent to Kingston 
Harbor modern port facilities. Kingston Harbor now 
serves as a transhipment port and has excellent seaborne 
connections to the rest of the Caribbean, U.S. Gulf and East 
Coast ports, and Central America. Jamaica is a member of 
CARICOM (The Caribbean Common Market), and qualifies under 
the terms of the U.S. Generalized System of preferences, and 
the Lome Convention with the European Economic Community. 
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